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COST AND MANAGEMENT 


Annual Meeting of the Society 





URSUANT to notice issued, the annual meeting of the 

Canadian Society of Cost Accountants was held in the 

Board of Trade Rooms, Toronto, on March 28, 1929, at 8 
p.m. 

James Turner in the chair. W.A. McKague, secretary. 

Minutes of Last Annual Meeting.—Moved by L. Be- 
langer, seconded by T. S. Jardine, and carried, That the 
minutes of the last annual meeting, as printed in Cost and 
Management of April, 1928, be adopted. 

Report of President and Directors.—The report of the 
President and Directors, covering the year just ended, was 
presented. Moved by L. Belanger, seconded by C. H., Black, 
and carried, That this report be adopted. 

Financial Statement.—The financial statement for the 
year was presented. Moved by Mr. Belanger, seconded by 
Mr. Black, and carried, That this report be accepted, subject 
to audit. 

By-laws.—The by-laws of the Scciety, as adopted by 
the Directors at a meeting on June 19, 1928, were presented, 
along with the following amendment adopted by the Direc- 
tors at a meeting on November 7, 1928: “That Article 2, 
paragraph (d) of the By-laws be amended to read—‘“The 
fee for junior membership shall be payable in advance on 
the first day of March in each year, or, at the option of the 
member, in two half-yearly instalments of equal amounts, 
payable respectively on the first day of March and the first 
day of September in each year.” Moved by L. Belanger, 
seconded by G. H. Houston, and carried, That the by-laws as 
amended be confirmed. 

Moved by T. S. Jardine, seconded by M. I. Long, and 
carried, That in Article 7, paragraph (b), the words “$100 
(One Hundred Dollars)’’ be amended to read “$60 (Sixty 
Dollars) .” 

Moved by G. H. Houston, seconded by C. H. Black, and 
passed, That in Article 3, paragraph (a), the words “fifteen 
members” be amended to read “not less than fifteen and not 
more than thirty members.” 

Auditors—Moved by K. M. Horton, seconded by G. H. 
Houston, and carried, That the thanks of the Society be 
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extended to the auditors, F. P. Higgins, F.C.A., and C. H. 
Pelling, C.A. 

Election of Directors.—The Chairman reported the fol- 
lowing names submitted by the Chapters for election as 
directors of the Society :— 

Toronto—C. H. Black, J. E. Carruthers, H. E. Guilfoyle, 
G. H. Houston, T. S. Jardine, G. M. Mulholland, James 
Turner. 

Montreal—L. Belanger, J. E. Carpentier, F. Fernie, G. 
C. Leroux, R. R. Thompson. 

Hamilton—S. E. LeBroeq, A. J. Mouncey. 

Winnipeg—J. S. Anderson, J. B. Sutherland. 

Moved by G. H. Houston, seconded by L. Belanger, and 
carried, That these be nominated as directors of the Society, 
and also D. M. Farish (Montreal) and C. E. Walker (Kings- 
ton), that the nominations be closed, and that the Secretary 
cast one ballot for the election of these directors. 

The Chairman then declared these to be directors of the 
Society for the current year. 

Cost and Management.—Moved by ‘L. Belanger, sec- 
onded by G. H. Houston, and carried, That pages of Cost 
and Management be numbered consecutively from January, 
1930. 

Thanks to President.—Moved by Mr. Houston, seconded 
by Mr. Belanger, and carried, That the thanks of the Society 
be extended to Mr. Turner for having so ably filled the office 
of President during the past year, and for his efforts on 
behalf of the Society. 

The meeting then adjourned. 

JAMES TURNER, W. A. McKAGUE, 
Chairman. Secretary. 





NEW OFFICERS OF THE SOCIETY 


A‘ a meeting of the new directors of the Society, held 
immediately after the annual meeting of the Society 
in Toronto on March 28th, R. R. Thompson, C.A., of McGill 
University, Montreal, was elected president. The vice- 
presidents are S, E. LeBrocq, comptroller of The Steel Com- 
pany of Canada, Ltd., Hamilton, and H. E. Guilfoyle, C.A., 
of Clarkson, Gordon, Dilworth, Guilfoyle & Nash, Toronto. 
G. H. Houston was re-elected honourary treasurer and G. C. 
Leroux, C.P.A., honourary secretary, 
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Report of President and Directors 





Presented at Annual Meeting of the Canadian Society of Cost 
Accountants, Toronto, March 28, 1929. 





HERE has been a good increase in the membership of 

the Society in the year just ended, and though most of 

this increase is in connection with the new Chapter in Win- 

nipeg, each of the other chapters is also ahead. The follow- 
ing are the figures, compared with a year ago: 





March 1, 1928 March 1, 1929 
Sr. Jun. Total Sr. Jun. Total 
Toronto Chapter 90 13 103 89 19 108 
Montreal Chapter ......... 76 12 88 92 13 105 
Hamilton Chapter .... 27 16 43 34 25 59 
Winnipeg Chapter ..... ; 40 16 56 
Elsewhere : 46 46 29 . 29 
Total ..... 239 41 280 284 73 357 


This increase in membership has meant a substantial 
gain in the revenue of the Society, and as expenses were 
just about the same as last year, we have a surplus of $1,- 
045.93 for the year just ended, compared with $289.46 the 
year before. The total surplus carried forward is $1,484.89. 


Publications 


Cost and Management has been continued in its estab- 
lished form, giving papers read before our meetings and 
other material of interest to our members. During the year 
we also published a pamphlet setting forth the by-laws and 
describing the work of the Society; this was sent to the 
members and to others interested. 


Examination Plan 


The steps taken towards examinations did not in the 
past year bring forth any applicants for examination, though 
a good many expressed interest in it. The Society has at 
least provided the opportunity for any who wish to take 
advantage of it. 


REPORT OF PRESIDENT AND DIRECTORS 


New By-laws Adopted 


Your directors, at a meeting held on June 19, 1928, 
adopted a new set of by-laws as printed and distributed 
already, and these with amendments subsequently adopted 
are presented for your confirmation at this meeting. 


Chapter Activities 


The Chapter meetings of the year were carefully plan- 
ned, the attendance of members has generally been good, 
and the material available for publication has improved 
accordingly. Under the new by-laws, the chapters are 
allowed 20 per cent. of membership fees, and this plan 
appears to be satisfactory. The following is a summary 
of the financial statements of the Chapters for the year: 





Balance Balance 

Brought Disburse- Carried 

Forward Receipts ments Forward 

POTONtO ca $372.00 $280.57 $ 97.08 
Montreal . access, a eoeee 319.72 197.42 301.52 
Hamilton: =... 65.02 125.05 156.75 33.32 
WHC oe 125.93 105.20 20.73 
Potels<<......23., $240.80 $942.70 $739.94 $452.65 


Winnipeg Chapter was organized during the year, and 
has proved quite successful. The Society is indebted to the 
officers of that Chapter for their efforts. 


Plans for Coming Year 


In spite of the gain during the year, the membership of 
the Society cannot yet be regarded as adequate, considering 
the importance which cost work has taken in Canada, and 
efforts along this line will be continued during the coming 
vear. There are several points where Chapters may be 
established. The improvement in our membership and 
finances has placed the Society in a position to extend its 
activities and its services to members, and we can therefore, 
confidently hope that it will will grow during the coming 
year. 
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Distribution of Administrative and 
Selling Costs 





By A, E. KEEN, C.A., Hamilton, Ont., 
Thorne, Mulholland, Howson & McPherson. 
(Before Toronto Chapter, November 21, 1928.) 





HE title of this subject in the programme is the “Dis- 
tribution of Administrative and Selling Expenses.” I 
have taken the liberty of substituting in this title the word 
“Costs” for “Expenses,” and in my discussion of the sub- 
ject I am taking the view that these are “Costs.” It is 
further assumed that the intention of setting this subject on 
your programme was to consider not only the distribution of 
these costs in the general books of account, but to discuss 
theories and methods of specific distribution of these costs 
to the product and in other ways. It seems to me after 
studying the subject that the research which has been under- 
taken so far along these lines is comparatively limited and 
that the general opinion of accountants and cost accountants 
has made such little progress towards any definite solution 
of the problem that it is essential in discussing this subject, 
that we continue for some time to take a broad view of the 
whole matter until such time as the considerable amount of 
thought which is at present being given to this matter on 
the part of business executives and accountants becomes 
more crystallized. Naturally a specific theory and method 
which will apply to one industry will not apply to another, 
and it is very necessary, therefore, that we talk on some- 
what general terms. There are numerous places in this 
paper where I have taken decided views in connection with 
certain aspects of the subject. These views are not ex- 
pressed from a sense of entire conviction, but are given in 
some instances with the idea of provoking discussion and 
thereby clearing our thoughts. 


Advantages of Specific Distribution 


Let us now consider the following advantages which 
result from a specific distribution of selling and general 
administrative costs: 
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1. Net Profit or loss on each kind of product can be 
determined rather than simply the manufacturing costs of 
each product. 

This advantage has many corollaries, among which 
these are of immediate importance: 

(a) Concentration on profitable products is possible. 

(b) Unprofitable products can be analyzed, not only as 

to manufacturing costs but also as to sales and 
administration, 

2. Setting of selling prices on a net profit basis is 
made possible, unless competition governs, “net profit’’ 
meaning that selling and administrative costs have been met 
by the sales. 

3. The specific studies necessary to distribute these 
expenses scientifically have certain good results. 

(a) Job analysis of administrative and selling func- 

tions. 

(b) Budget controls established. 

4. Cost accounting comes into its own by broadening 
its scope to include all costs, and does not stop at the door 
of the manufacturing department. 


Against these advantages must be weighed the expense 
necessary to obtain this detailed information. In some cases 
this expense will, no doubt, be very heavy, and the individual 
business must decide as to whether or not it is worth their 
while to go into it. Of course where there is only one 
product and one class of method of distribution of the goods, 
then there is no problem. But where the company is market- 
ing two or more products it seems essential to make some 
attempt at least to arrive at a net profit in each line. 


Two Main Divisions in Business 
Business as it exists to-day may be divided under two 
broad headings: 
1. Production. 
2. Marketing. 


May I submit for your consideration the following 
definitions of these broad divisions, and in doing so I want 
to say that they are not my own definitions, but are those 
used by Mr. W. B. Castenholz at the National Association of 
Cost Accountants’ Convention in 1925 in circulating the 
questionnaire which I have had distributed among you. 
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1. Production cost includes the entire activities of the 
factory, i.e., the financing of purchases, payrolls, and all 
factory expenses; the administrative control exercised by 
the management over factory operations and policies; the 
cost accounting, the general control over cost accounting by 
the general accounting department; the activities of the 
general factory departments such as personnel and welfare, 
planning, routing, and engineering; and all such executive 
work as concerns itself with the formulation of production 
programs. That is what I mean when I speak of the pro- 
duction element of a manufacturing business. 

2. The term “Distribution Cost” includes all of the 
direct and indirect selling activities, such as you find exer- 
cised by the salesmen, sales managers, the advertising 
department, the credit and collection department, the finan- 
cial department, and finally the selling or marketing 
activities and the general activities of executives as they are 
related to definite sales efforts or selling policies. 

I would now like to read with you this questionnaire 
which was submitted by Mr. Castenholz at the 1925 Conven- 
tion of National Association of Cost Accountants, as I feel 
that by so doing it will bring out more clearly some of the 
more important points which I am trying to make this 
evening. Let us read it together. (Exhibit 1.) 


A Duty of the Cost Departinent 


It is becoming increasingly the function of the Cost 
Department not only to analyze and allocate the expenses of 
production, but also the costs pertaining to the marketing or 
distribution of the product. Much more attention has been 
given in the past to the efficiency of production than to the 
efficiency of market distribution, and until comparatively 
recent years little critical or serious attention has been given 
to the “cost” of marketing. 

In the course of a recent address to the C.P.A’s. of 
Chicago, Dr. H. H. Maynard, Professor of Marketing in Ohio 
State University, stated as follows: 

The business executive of to-day is seeking to know 
among other things: 


1. The exact loss incurred by carrying a product, or 
group of products, which is being marketed at a loss with 
the expectation that eventually the line will prove profitable. 
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2. The allocation to different departments of a busi- 
ness of the cost of maintaining travelling salesmen. 

3. What it is costing to advertise and sell in each sales 
area. 

4, Whether individual customers’ accounts are just 
paying their way, showing profits, or showing losses. 

5. When it is advisable to handle specific customers’ 
accounts by mail, instead of by sending salesmen. 

6. How frequently salesmen should visit different types 
of customers, towns of different size and location. 

7. Whether the cost of increasing sales in a certain 
territory, or in a certain line, exceeds the additional profit 
income thus obtained. 

8. What sales expense items should be allowed sales- 
men. 

9. What methods of compensating salesmen should be 
adopted. 

In the larger organizations of business which maintain 
statistical departments, either subsidiary to or allied with 
their cost departments, it is possible owing to the volume of 
business to economically use modern tabulating machinery 
to secure “cost information” of this type, and a number of 
these larger organizations are at present “pioneering” along 
these lines. Among the smaller business units, however, 
there seems to be hesitation to take any action of this kind 
owing to the fear of increasing the “overhead.” One answer 
to the problem for these smaller organizations would seem to 
be on a closer co-operation between the sales department and 
the cost department. It is often found that statistics are 
being duplicated in these departments or that information 
useful to both is being tabulated by one and not made avail- 
able to the other. This condition being largely due to lack 
of proper co-ordination of these departments. 


Some Examples 
In order to emphasize the need for serious consideration 
of this subject let us consider the examples (Exhibit 2). 
Different Classes Necessary 


The following are some of the different classes of dis- 
tribution which become necessary owing to the complexities 
of some businesses: 








COST AND MANAGEMENT 


Distribution of Expenses by Territories or Salesmen. 
Distribution of Expenses by Classes of Product. 
Distribution of Expenses, Retail and Wholesale. 


It may further be necessary to obtain distribution in 
classes of product by Territories or classes of product, Retail 
and Wholesale. 

It is clear, therefore, that the first requirement in this 
connection is to decide on the type or types of analysis or 
distribution that is required. 


Statistical Method of Collection and Presentation 


Let us now consider that there exists in any business in 
smaller or larger degree what might be called a Statistical 
Department, whose duty is to collect certain data indepen- 
dent of the books of account, relating to quantities, etc. It 
is gradually becoming more prevalent in any business to 
create an actual department of this type. It is my opinion 
that it is through the tabulation of the figures of such a 
department, independent of the books of account, that we 
can best accomplish the results which we wish to obtain. I 
am not advocating that we ignore entirely the expense head- 
ing in the books of account, but complexities are such that 
if we attempt to accomplish this thing directly through the 
books of account, I am afraid we would becomie hopelessly 
involved. Bear in mind, however, that it is important that 
in some manner or other that the figures we obtain statisti- 
cally should tie up in some way or other with the books of 
account. I do not say that we need to'tie up monthly or 
even quarterly; it may be that it will be sufficient in some 
cases to tie up semi-annually or even annually. It is at this 
point that we begin to realize the bearing of budgets on our 
subject, and this will be referred to later under a separate 
heading. 

Administrative Costs 


You have in your hands, as Exhibit 4, a suggested chart 
of Administrative Costs. These are as they might appear 
in the average business, but are suggestive only, and I have 
purposely created certain captions not usually found in order 
to emphasize my point. Assume for the moment that we 
are working without a budget and that no preliminary work 
has been done towards reaching a basis of distribution of 
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these costs to our product. Bear in mind also the definitions 
previously referred to, dividing our operations into Produc- 
tion and Marketing. With this in view I submit that so far 
as the distribution of administrative costs are concerned our 
first problem is to divide them between the Production func- 
tion of business and the Marketing function. You will note 
from Exhibit 4 that following the chart of expenses that 
there is a suggested ‘functional’ distribution of these ex- 
penses, and it is my thought that no matter in what manner 
we distribute administrative expenses in the books of 
account, that we go further and make a distribution statisti- 
cally according to the functions performed by the various 
departments of administration. 

For example, looking at our chart the Purchasing 
Salaries and Expenses would be apportioned to the Purchas- 
ing Department function. The sundry minor expenses would 
be apportioned to these functions on a similar basis. It 
would depend entirely on the individual business, Numerous 
businesses exist where the expense of preparing payrolls is 
charged in Administrative Salaries. This, of course, should 
always be a factory item. Assuming, then, that we have 
these expenses so distributed, let us go on from there. 


The question now arises on what basis shall we appor- 
tion the cost of these various functions as between produc- 
tion and marketing? Surely if the employees of the factory 
are so organized that they record the time spent on various 
activities day in and day out, is it asking too much that the 
various Officials who control these administrative functions 
should at least make an estimate of the amount of time 
which they consume in the discharge of their various duties. 
I think it will be generally agreed that the Purchasing func- 
tion would be directly chargeable to production on the sug- 
gested basis of the volume of purchases in each production 
department. Why should not the general management be 
able to estimate fairly closely the approximate amount of 
time spent in the supervision of the production and the 
marketing end. If we can obtain these measurements, and 
they are being obtained already in quite a number of cases, 
then the problem of the distribution of the administrative 
expenses largely disappears. We will assume that this dis- 
tribution has been made and we have transferred statisti- 
cally at least, a proper portion of the administrative costs to 
the factory and also to the selling end. 


11 








COST AND MANAGEMENT 


Distribution of Selling Costs to Products 


We are now able to take up the detailed consideration 
of the various items of selling costs. If you will refer to 
the chart of accounts on Exhibit 4, you will note that I have 
endeavoured to classify the usual selling captions under the 
headings of major and minor items. I have included among 
the major items purposely some captions which we do not 
ordinarily find there, and the reason for this will be ex- 
plained later. I do not think we will need to waste much 
time on the minor groups, and we will now consider the 
major items in their order on the chart with a view to the 
possibility of specific distribution of these items to the cost 
of the product. It will be found in most businesses that it 
is possible to go a good part of the way in distributing these 
major expenses, and in my mind to go part of the way is 
better than not to do anything about it. 


Advertising 


Let us consider an advertisement of the Canadian 
General Electric Company covering several items of their 
numerous products. We may have electric toasters, perco- 
lators and two or three other items in one advertisement. 
There should not be any great difficulty in arriving at a 
satisfactory apportionment of such advertisements accord- 
ance to the prominence which each is given. If radios, for 
example, appear alone in an advertisement, but the company 
make other things as well, there is the question as to 
whether or not this should be charged only to radios or con- 
sider whether the other products benefit by the advertise- 
ment of the name of the company, particularly where the 
name of the company is connected in the minds of the public 
with other lines. In such a case it might be desirable to 
charge 80% of the cost to radios and prorate the 20% over 
the other lines. 

Sales Manager’s Salary 


We have already discussed the question of apportion- 
ment of executive salaries. The only really satisfactory 
method of apportioning an item of this kind would seem to 
me to reach a basis by having the executive make a weekly 
or monthly estimate of the time spent in the promotion of 
the sales of each product. If this cannot be obtained, 
another suggestion would be to apportion the costs equally 
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among the salesmen where it would be distributed in accord- 
ance with the method to be suggested for the Salesmen’s 
Salaries. 

Salesmen’s Salaries 


The suggested basis here would be for each salesman to 
make a record on forms which would be supplied them of the 
approximate time spent in promoting the sale of each class 
of product. This record would be made out by the salesman 
every night and sent in with his report, or be part of his 
report, and turned in to the office with the regular weekly 
expense reports. These records would then be tabulated 
and form the basis for the distribution of the product. 


Salesmen’s Travelling Expenses 


The cost of these expenses would be distributed in the 
same ratio as used in the distribution of salesmen’s salaries. 


Samples 


It will be found that samples can generally be classified 
and charged without any difficulty to the various product 
groups. 

Billing and Bookkeeping 


I submit that the expenses of billing and of keeping the 
accounts with customers is logically a selling item. If the 
sales department decide to materially increase the number 
of accounts and thereby increase the expenses, why should 
they not be charged with it? As the prices are generally 
under the control of the sales department, and also as they 
are intimately concerned with the tabulation of the amount 
of business done with each customer, it would seem logical 
to place this under their control. It is difficult to suggest a 
method of apportioning this item, and it would seem that 
some arbitrary basis would have to be used. 


Packing and Shipping 


To reach a basis of distribution in this case studies 
would be required to be made of wages, materials and ex- 
penses consumed in packing each product for shipment. It 
is quite possible that the statistical department will have 
tabulated records of the units of product shipped, and these 
figures can be used as a basis. 
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It is impossible to lay down any general rules as to the 
basis of apportionment, as conditions will vary in each busi- 
ness, but there should be no reason why the same rule cannot 
be applied to expenses of this type as are applied in con- 
sidering the application of the expenses of the factory, 
namely, that wherever possible the expenses will be charged 
direct to the department or class of product. 

We will now briefly consider the minor selling expenses. 

tecords are usually kept of such items as telephone and tele- 
graph and postage, stationery and supplies as to the amount 
consumed by each department, and from these records these 
items can be apportioned. I do not think it desirable to 
attempt, as has been suggested by some, to distribute part 
of these minor expenses in the ratio of salesmen’s expenses. 
It is my opinion that unless a more reasonable basis can be 
suggested that these items can best be handled by distribut- 
ing them in proportion to the sales volume of each product. 

We still have to consider the disposition of the portion 
of administration expenses which was transferred to the 
selling expenses. Here again I cannot give you any definite 
basis, but let us study items such as these and all the other 
items which we cannot apportion direct readily, and if we 
cannot find any other basis we will either have to use an 
arbitrary one or go back to the product volume method. Let 
me again emphasize the point that it is far more accurate to 
distribute 50% of these expenses direct, if that is all we can 
distribute, than it is to continue using the product sales 
volume basis entirely. 


Types of Distribution Other Than Specific Distribution to 
the Product 

I have referred to other types of distribution, but time 
does not permit, owing to detail, of raising the question 
again of distribution of marketing cost by territories, which 
is comparatively more simple than distribution to the prod- 
uct groups, and this question of territorial distribution is 
largely a matter of statistical work. There is also the ques- 
tion of distribution as between the retail end and the whole- 
sale end. This, again, in my opinion, can be handled statis- 
tically, and is very necessary in some cases. Several occa- 
sions have arisen this year in my own experiences where I 
was asked to make such a distribution, but owing to the 
construction of the records and lack of information therein 
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this was difficult to accomplish. However, this matter should 
present few difficulties if proper sales analysis records are 
kept. It involves similar problems so far as distributing 
expenses are concerned as we find in distributing the ex- 
penses to the product. 

Some time ago Mr. Charles Reitell, Professor of 
Accounting and Industrial Management in the University of 
Pittsburg, associated with Sheppard & Company, certified 
public accountants, made a survey of the methods of dis- 
tributing, selling and administrative expenses as handled by 
42 manufacturers in the Pittsburg district. The results of 
the survey were divided into four groups, which were 
briefly summarized as follows: 

Number of Firms 


Group A. Do little or nothing... 00000000000... . 
Group B. General ratio method — 0.000000... 20 
Group C. Budget and effort method... 4 
Group D. Special method 00000... 1 


I think the detailed methods of the firms in n group C will 


be of some interest, and I will, therefore, quote these in 
detail : 

(1) A certain large concern has developed the prin- 
ciple of applying selling and administrative expenses to 
specific lines of product on the basis of the effort expended 
by the selling and administrative forces to the specific lines. 
A large portion of their selling expenses are first distributed 
direct to the specific lines of product. A careful analysis 
makes this possible. Such expenses as advertising, exhibits, 
publicity and catalogues are to a considerable extent so 
analyzed and charged. Such portion of the above expenses, 
however, as is not directly chargeable, also such remaining 
expenses as district selling expense, warehouse expense, etc., 
are distributed to specific lines of product on schedules pre- 
pared by the sales department. The basis for these schedules 
is the estimated cost of effort expended to sell the various 
lines of product. This distribution of effort is determined 
by a three-man committee made up of a representative of 
the engineering and manufacturing department, the sales 
department, and the accounting department. This firm runs 
about 80 per cent. standard product, which to a great extent 
sells itself, and requires little general administration. The 
“exception principle’ of management is manifest in this 
plant, i.e., the general administrative officers and the selling 
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forces are concerned to a large degree with the irregular 
special orders and the development of new lines. The effort 
principle thus heavily charges new lines and special jobs 
and orders, while standard products carry a light load. 

At first sight this method appears highly arbitrary, but 
upon further study it has much merit. The following are 
pointed out as its attractive features: 

1. It makes each general administrator, from the 
president down, analyze his work and distribute it to differ- 
ent lines, subject to the control of the committee of three. 

2. These distributions are surveyed and often changed 
by a committee composed of men who represent the three 
divergent fields of the business, i.e., finance, selling and pro- 
duction. 

3. It removes much of the criticism characteristic of 
the former methods which made no attempt at scientific 
analyses. 

4. It is flexible, is subject to constant correction, and 
is as near an ideal method as can be reached under present 
conditions and circumstances. 

5. The accounting department places considerable of 
the selling and administrative expenses direct to the specific 
products before the residue is placed before the committee 
for allocation on the basis of effort involved. 

(2) A glass manufacturing concern turned out sev- 
eral distinct lines of product such as plate glass, bottle 
glass, window glass, etc., has inaugurated this year (1925) 
a system of distributing, selling and administrative expenses 
that is unique. 

The monthly distribution of administrative expense is 
made on the basis of proportionate sales, plus the inventory 
of each line of product. By combining sales and inventory 
they eliminate the unevenness that occurs when one line is 
selling faster than another, although the latter is not falling 
off in production. This ratio, however, is not the final one 
used. It is adjusted to take care of any features that should 
be considered as effecting a fair distribution to individual 
lines. The adjustment is under the jurisdiction of the 
auditor, general manager and president of the concern, 

The selling expenses are distributed in practically the 
same manner except that a large proportion of the expense 
is charged direct. The volume of sales of each line is used 
in finding the ratio of distribution to specific lines of the 
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residue. A committee made up of the sales manager, auditor 
and president set the adjustments that are to take care of 
special conditions. The outstanding feature of this method 
is the establishment of a committee that adjusts general 
ratios so as to meet the conditions that arise and make for 
differences in specific cases. 


(3) <A rather large concern having seven different 
plants which produce a different commodity in each plant 
constructs both a selling and an administrative budget allot- 
ment which is allocated to the seven plants at the beginning 
of the year. The basis of distribution is made up according 
to normal costs shown through past experience. As far as 
possible it is based upon a careful analysis of the propor- 
tionate time spent by the general selling and administrative 
departments upon each plant or product. These budgets 
are credited out and charged to each plant output as actual 
production takes place. The administrative expense is 
charged as the goods are placed in the warehouses—the sell- 
ing expenses only upon shipments, as they are made. At the 
end of the year the over—or under—absorption of the sell- 
ing and administrative expenses is thrown into general profit 
and loss. The ease of this method is due entirely to each 
plant producing a specific product. As only seven divisions 
of the selling and administrative expenses are made, an 
estimated budget is not difficult to erect. 


Relation of Distribution of Costs to Distribution of Expense 
Budgets 


I have referred to the bearing of budgets on our subject, 
and while there is no time to go into detail in this connec- 
tion, this paper would not be complete without some refer- 
ence thereto. 


Where a budget control system is in existence, there is 
no doubt that a great deal of the research work, referred to 
in this paper in connection with the apportionment of the 
various items, will have been accomplished in the prepara- 
tion of expense budgets. This, of course, will naturally 
simplify the preparation of statements showing distribution 
costs applied to the product. It is not my purpose to-night 
to lay down any complete system, as this matter requires 
months of study on the part of each individual business. 
Something will have been accomplished, however, if by pre- 
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senting the subject in all its aspects we can open the door to 
further investigation and research, with the hope that 
theories will gradually involve a more or less standard 
practice which will result in more intelligent and compre- 
hensive statements being prepared by the cost department 
for the benefit of the management. 


Summary of Conclusions 


In closing we can sum up the various major points 
covered in this paper as follows: 

1. That there is a real need for specific distribution to 
the product classes of Selling and Administration costs in 
many businesses. 

2. That the question of this distribution is simplified 
if we concede the fact that for cost purposes business is 
divided into two main functions, viz. : 

Production. 
Marketing. 

3. That the distribution of these costs can be handled 
more conveniently by statistical records independent of the 
general books of account, although it should be possible in 
most cases to tie up with the totals of the expenses shown in 
the general books. 

4. That it is possible in most cases to work out a fair 
basis of apportionment of at least the major selling costs to 
the product classes. 





EXHIBIT 1 


Questionnaire Submitted by W. B. Castenholz for N.A.C.A. 
Convention, 1925 


1. In a manufacturing business, do you believe there are any 
activities which do not serve these two principal functions, namely, 
production and distribution ? 

The reply to that was almost unanimous; in other words, it was 
generally believed that the entire objective of a manufacturing indus- 
try (including within its scope the matter of administration) is to 
produce and to market commodities, and that all other activities, no 
matter how classified or segregated, are subservient to those particular 
purposes. 
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2. If there are certain purely corporate functions which might be 
performed by the secretary of the corporation, such as keeping the 
minute books, corporate capital stock records, etc., are these functions 
to be regarded as entirely independent of production and distribution? 
Or are they to be considered as a continuation of the necessary 
activities which served the original purposes of the incorporation, these 
purposes being presumably to produce commodities and to distribute 
and market them? In other words, should such functions be regarded 
at any time as ends in themselves ? 

The general answer to that question was that no activity should 
be regarded as an end in itself, but that all of the activities as based 
upon the definitions of production and distribution laid down above, 
served these principal ends of a manufacturing establishment. 


3. If certain corporate or business activities, referred to in 
Question 2 and arising out of the needs inherent in the original 
formation of the company or out of later developments—if such 
activities are not serving the two principal objects of a manufacturing 
industry, viz., production and distribution, what objects are they 
serving ? 

They could not answer that. Of course, the question could not be 
answered; there is no activity in a manufacturing business which does 
not serve one of these two principal functions. People don’t go 
through motions mechanically for the benefit of seeing themselves go 
through those motions. Those motions must have an objective, and 
the objective of any manufacturing enterprise covers, in my opinion, 
just two things: (1) the production of goods effectively, properly and 
with all of the elements of administrative efficiency injected into their 
production; and, (2) the distribution of those goods economically to 
the proper markets. 


4, Having in mind the above definitions of production and dis- 
tribution activities, do you think it possible to develop a unit produc- 
tion cost which will be more than a mere cost of manufacturing, and a 
unit distribution cost which will include more than the mere cost of 
selling? If such cost can be developed, what method should be 
employed and what objects would be served? Assuming that such 
unit costs may be obtained, how would the application be made to the 
product sold so that each product would show a unit production cost 
and a unit selling cost? 

The answer to that question was exactly what I expected. In 
other words, that the method of developing distribution costs could not 
be determined unless all of the facts in individual cases were fully 
known. 


5. Ifa plan as suggested could be worked out, should it be incor- 
porated in the regular accounting records or should it be operated 
exclusively as a statistical supplement? It is admitted that many 
difficulties would be encountered if the plan were included as a part of 
the regular accounting record. 

The majority of the answers to that question indicated a prefer- 
ence for a statistical method rather than an accounting procedure. That 
does not make any difference, ladies and gentlemen, because what we 
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are after is information in business, and I do not care in which pocket 
that information is carried, whether it is carried in the accounting 
department or whether it is compiled and controlled by a statistical 
department. I occasionally think it would be advantageous to 
abbreviate or curtail somewhat some of the accounting records that 
we are keeping and transfer them to a statistical department; not that 
I want to disparage the work of the accountant; I rather want to make 
an analyst out of the accountant because I believe he must become so 
more and more in the future. 


6. In submitting your suggestions as to proration of expenses as 
between production and distribution cost, please be quite specific as to 
how this should be done with reference to the following items: Finan- 
cial department, including the treasurer’s salary; credit and collection 
department expenses and salaries; president’s salary and the expenses 
of the president and other chief executive officers; expenses of the 
secretary’s office—assuming that these cover partly the keeping of 
such purely corporate records as the minute book and capital stock 
records, etc., legal expenses for purely corporate purposes; and the 
expenses of the general accounting department, having control of both 
cost and general accounting under the supervision of a comptroller or 
chief accountant—in brief, the type of accounting organization having 
a comptroller in general charge but with a chief cost accountant over 
the cost department and with a general accounting department super- 
vised and controlled by a general accountant. 


I did not get very many specific replies to that question and I 
really did not expect them. It is pretty hard to answer something 
like that, that is, to answer the specific question as to how to prorate 
this or that particular expense. We must have theories, but I claim 
that if the facts in connection with any individual case can be given it 
is a simpler matter to make a distribution (with those facts in hand) 
than to discuss a distribution theoretically. It is always easier to 
solve a problem that has known factors. 


Except to complete the questionnaire, it would not be necessary 
to insert the last question. 


7. Please describe the methods you now employ, if any, with 
reference to the application of the selling and administrative expenses 
against product sales. If you do not apply these expenses in this way, 
what method do you use in order to determine the actual profits from 
various product sales in different territories and by different salesmen ? 
Do you use some factor as a unit against which you apply distribution 
cost, as for example, the salesman’s call, or some other unit? 
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EXHIBIT 2 
Example 1. From the Economic Standpoint 


Distribution of the “Consumer’s Dollar’ Spent for Typical Items of 
Food. Average for 19138, 1916 and 1921. 


Cornflakes Rolled Oats Fresh Beef Bread 





Parmer reCeived ..a..cccsosssssssssssssee 22.1¢ 22.3¢ 85.7c 29.6¢ 
Transportation COStS wero 15.6 9.0 7.4 7.9 
Manufacturing cost ou... 11.8 127 15.6 10.8 
Selling expenses .ucccc. 86.8 37.3 19.5 40.5 
Manufacturers’ and Dealers’ 

Profits ..... secon 14.2 18.7 3.0 11.2 
Consumer Pays es ee 100.0¢ 100.0c 100.0c 

Example 2 


Distribution of the “Consumer’s Dollar’ Spent for Shoes and Men’s 
Suits. Average for 1913, 1920 and 1921. 
Suits Shoes 





POON ag.) Cog | (, ee eee Ree SMe Ren OAC ren) 29.7¢ 41.1¢c 
WRAL RCCORIN CORE oes ete os. “SRG 17.2 
Manufacturer’s overhead and selling expense... 14.4 10.5 
Manufacturer’s profit: ....ccccccccsnssnsnacn esatiuseta lo \ Veale 2.7 
Retailer’s expense o.....cccccsne: ee ere 25.4 
RECAIER’S: PRONG ace tissccsiccesscs esta cceaeatees cotter 4.8 3.1 
COMSUMEY PAYS ©.ececesrsssnsssersseen cee .. 100.0e  100.0c 


EXHIBIT 3 


From the Business Standpoint 


The Distribution of Administrative and Selling Costs 


























Percent to Net Sales Basis Actual Cost Basis 
Product Product Product Product 
A B Total A B Total 
Gross Sales .............. 10,000.00 10,000.00 20,000.00 10,000.00 10,000.00 20,000.00 
Deductions from Sales: 1,000.00 1,000.00 2,000.00 1,000.00 1,000.00 2,000.00 
Net Sales , 9,000.00 9,000.00 18,000.00 9,000.00 9,000.00 18,000.00 
Production Cost . 5,000.00 5,000.00 10,000.00 5,000.00 5,000.00 10,000.00 
Gross Profit 4,000.00 4,000.00 8,000.00 4,000.00 4,000.00 8,000.00 
Selling Costs 3,500.00 3,500.00 7,000.00 5,000.00 2,000.00 7,000.00 
Logs Profit 
Net Operating Profit 500.00 500.00 1,000.00 1,000.00 | 2,000.00 1,000.00 
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EXHIBIT 4 


Chart of Accounts 


Administrative and Selling Costs 
For Purposes of Charging to Product. 


Administrative Costs— 
Management Salaries. 
Management Expenses. 
Purchasing Salaries. 
Purchasing Expenses. 
Payroll Expenses. 
General Clerical Salaries. 
Stationery and Supplies. 
Postage, Telephone and Telegrams. 
Housing (Taxes, Insurance, Depreciation). 


Functional Distribution of Administrative Costs— 


General Management. 
Purchasing Department. 
Secretarial Department. 
Treasurer Department. 
Statistical Department. 


Selling Costs— 


Major Minor 
Advertising. Telephone and Telegrams. 
Sales Manager’s Salary. Postage. 
Salesmen’s Salaries. Bad Debts. 
Salesmen’s Expenses (Travelling). Stationery and Supplies. 
Commissions, Housing. 
Samples. Budget Expense. 
Billing and Bookkeeping. Ete. 


Packing and Shipping. 
Proportion of Administration Expense. 


DISTRIBUTION OF ADMINISTRATIVE AND SELLING COSTS 


Bibliography consulted in preparing paper read before the Toronto 
Chapter of The Canadian Society Cost Accountants 
November 21st, 1928 
National Association of Cost Accountants, Publications— 

Year Book 1924, Pages 275 to 299 
Year Book 1925, Pages 83 to 106 
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National Association of Cost Accountants, Bulletins— 

Volume 6, No. 9: 
“Administration and Selling Cost, their Nature and Distribu- 
tion.” 

Volume 7, No. 3: 
“The Cost of Distribution.” 

Volume 7, No. 7: 
“How to reduce the cost of Selling.” 

Volume 7, No. 20: 
“Distributing Administration Costs.” 

Volume 8, No. 7: 
“Analysis of Sales Costs and proper basis of Salesmen’s 
Compensation.” 


Volume 9, No. 12: 
“The Analysis and Distribution of Sales Distributional Costs.” 


Marketing Methods and Policies, by Paul D. Converse. 


Chapter 18, entitled: 
“The Merchant’s Expenses and Profits.” 


The Marketing Problem, by Edward T. Elbourne, Director of Market- 
ing Investigation, Shaw Wardlaw & Company, Limited. 


Chamber of Commerce, U.S.A.: 
“National Distribution Conference Reports.” 
(4) Expenses of Doing Business. 
(5) Methods of Distribution. 
(6) General Conditions affecting Distribution. 


Budgetary Control, by J. O. McKinsey. 
Chapter 7: 
“The Selling Expense Budget.” 


Harvard Business Review, January, 1924: 
“The Organization of a Statistical Department.” 


Management and Administration Magazine, August, 1925: 


“Expense Distribution of 42 Plants.” 
(Expenses in this Article meaning Selling and Admin- 
istration Expenses). 


Managerial Accounting, by J. O. McKinsey: 
Part 4. “Sales Control.” 
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Aviation Costs 


By J. HUNTER 
Western Canada Airways 








(Before Winnipeg Chapter, December 17, 1928) 





HE most apt definition of a commercial aeroplane was 
given by Mr. W. B. Stout, pioneer in the design, con- 
struction and application of aeroplanes to industrial trans- 
port, when he said “A commercial aeroplane is an air vehicle 
that can support itself in the air financially as well as 
physically,” and if this definition is to be accepted without 
reservation, then it must be considered that it was late in 
1927 before we entered the era of commercial aviation. 
While not directly having a bearing on actual costs, a 
review of aviation commercially is still of considerable inter- 
est in connection with that subject. The cessation of the 
war left most countries with well developed aeroplane indus- 
tries, equipped with numerous factories, well tooled and 
organized to manufacture military aeroplanes and engines. 
Aircraft of all types had accomplished so much in the war 
that aviation enthusiasts looked forward to a general and 
wide application of their craft, especially aeroplanes and 
seaplanes, to commercial transport purposes, and naturally 
enough, few of the aeroplanes adapted for use for military 
service were of any value in industrial application. Spas- 
modic attempts to establish air lines with remodelled and 
revamped service machines were made. Several hundred 
ex-army and ex-naval aviators purchased war-time surplus 
aeroplanes and seaplanes and went around the country 
“barnstorming” to take people up who wished to experience 
the novelty of flying, but in a short time this activity lan- 
guished. In Europe various air lines were established with 
the aid of Government subsidy and could not have been oper- 
ated without this financial aid. In Canada, however, no 
government subsidies have been given operating compan- 
ies with the exception that in the East one or two mail con- 
tracts were let for four-year periods to companies who did 
not have the necessary equipment, but used the contracts for 
financing purposes, at a rate to ensure a profit to the oper- 
ator, but nothing of this nature has been done West of the 
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Great Lakes. In America there have been a few notable 
exceptions as some of the early firms, profiting from occas- 
ional taxi-work, photographic and aerial survey, smoke writ- 
ing, crop dusting and motion picture employment, have man- 
aged to meet expenses, Even so they have not paid very 
large dividends to their owners. 


Why Early Air Lines Did Not Pay 

Much of the early failure to make air transport pay 
was due to the use of unsuitable equipment. Even the cheap 
surplus war-time planes, while they did not require a large 
immediate investment, called for expensive upkeep. War- 
time plans were built primarily for high performance, and 
little thought was expended by the designers in making them 
either accessible, durable or providing that ease of main- 
tenance which is one of the first requirements of success- 
ful industrial tansportation vehicles, regardless of the med- 
ium on which or in which they operate. The fundamentals 
of economics apply just as well to land, water or air vehicles. 
People engage in business to make money, not as a matter 
of sentiment, and capital must be assured of an adequate 
return or it will not be interested. Changes where neces- 
sary in design, high performance, and speed of military air- 
craft, it was found, could be sacrificed, to some extent, for 
reliability and economy of operation. Army authorities 
estimated that it took at least five men on the ground to 
keep one man flying. War experience shows that the figure 
mentioned was reasonably accurate for military flying. 


Aviation Costs 

I will not attempt to deal with the costs of manufacture. 
These are simple and we understand them—material, labour, 
burden and, of course, overhead. But there is one point 
noteworthy, and as it affects my subject should be men- 
tioned, viz.: that production has been on a very small scale 
and machines manufactured have been far from standard. 
As an instance, we have found from our own experience that 
spare parts sent out from the factory some time after the 
purchase of a machine have seldom, if ever, fitted the 
machine or any machine of the same make. The result has 
been increased cost to the operating company from fitting 
these parts in the field. These difficulties of the manu- 
facturer caused us endless trouble and made it almost 
impossible to get our costs in the first instance. 
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The costs I will deal with are those affecting the opera- 
tions of airplanes, i.e., mapping work, survey work, forest 
and fishery patrol, exploration and special charters for trips. 
The first and basic factor of costs is the life of the plane 
and the life of the motor. The manufacturers of the flying 
boat called the Vedette gave the life of the machine as five 
years. They gave the life of another flying boat, the 2HS, 
as four years. Another instance—we were quoted on flying 
boats and advised to write off thirty per cent. per year. The 
life of the motor is given all the way from 800 to 1,000 
hours. This brings to your attention the fact that costs are 
worked out on the basis of the hour-flying time. Further 
when we first started operations in this northern country, 
the experience we had to go on in Canada was operations 
carried on by flying boats, and these operations were carried 
on in the summer only, and the machines and motors laid 
up in the winter to be repaired and tuned up. This did not 
really therefore give a fair precedent. In other words, 
seasonal work with repairs and overhaul done out of season, 
charging, say, 40% to one season and 60% to the next 
season, did not give any idea of what one might expect from 
all year round operations such as we carry on, using floats 
on water in the summer and skis on ice in the winter. At 
this point I would also like to point out that the capacity of 
the plane is affected seasonally as the floats are heavier than 
the skis, and this also has a bearing on any factors in the 
calculation of costs. 

Load factor is the determining unit—a fair charge to 
the shipper and one that he can pay and feel he is getting 
value for (always, of course, in competition with other 
means of transportation). This charge should, but may not 
always, allow a profit to the operator, provided he can get a 
definite load each day from the base, instead of 100 lbs. one 
day and 1,500 lbs. the next. Loads sometimes arrive with- 
out advice for more than our capacity and at other times we 
are standing by. If the load factor were constant, cost and 
profit would be a mere matter of arithmetical calculation. 


Aviation Costs—Operating 
There is a great variety of requirements in various 
industries which necessitates an accounting system adapt- 
able to operating conditions in the industry under considera- 
tion. 
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Commercial aviation is now generally recognized as a 
bona fide transportation business. Classification is arranged 
accordingly to suit that particular type of industry. 

The general sources of revenue are:—Passenger, ex- 
press, mail. 

Expenses 

Main Divisions—Operating Expense—Maintenance Ex- 

pense—Depreciation—General and Overhead. 


Basis of Costs 


Air time and air miles flown. 

A record of the performance of each machine is neces- 
sary. Flight reports made out by the pilot are the basis of 
this information. From this report percentages are com- 
piled showing the machine performance. This enables a 
close check-up on pay loads and waste flying. 

Fuel is one of the main items of operating cost. The 
remoteness of operations, in a number of instances, from 
commercial centres causes variation of from approximately 
30c per gallon in Winnipeg to several dollars per gallon in 
the Far North. 

When the cost of returning containers is more than 
their value, these must be included in the cost landed at gas 
cache. 

Pilots’ Personnel 

Bonus (Flying Pay)—A complete record of distance 
flown by each pilot must be kept. This is taken from the 
flight reports. All distances are checked in the accounting 
office and recorded. 

Mechanics 

One mechanic is required for one machine; two for 
three machines, increasing in proportion to the number of 
machines operated. 

Auxiliaries 

Motor boats for servicing, etc., when operations are 
conducted on water. Radio communication to keep in con- 
tact with machines and bases of operation. 


Maintenance 


In connection with this classification a specific order or 
job cost system is in active operation. General overhauls, 
top overhauls, etc., are shown in detail, i.e., amount of labour 


27 








COST AND MANAGEMENT 


involved ; new parts substituted and cost landed of same are 
chargeable against the particular engine or aircraft dealt 
with. To provide for this a sufficient amount is set up each 
month to cover complete overhaul at the end of each period. 

A complete stock of machine and engine spares should 
be carried by the operating company, according to the num- 
ber of machines and engines in use. 

Sub-stores should also be carried at various operating 
bases of the parts most frequently required. 


Depreciation 
The system of depreciating aircraft varies, but the 
average life is based on 2,000 air hours. 
The cost price of machine and engine is taken separately 
and the hourly depreciation arrived at by dividing the esti- 
mated life of machine or engine into the cost landed of each. 


Replacements 


This item of operating expense is estimated monthly 
and raised or lowered as experience warrants. The experi- 
ence of operating companies shows that from $5.00 to $8.00 
per flying hour will set up sufficient reserves to meet this 
cost. 

Expenses Summarized 


Undernoted will be found the various headings in an 

analysis of expenses: 
Per Mile Per Hour 

Replacements ....... 
Fuel acct a 
Salaries and Expenses Sevinsanicicen 
Auxiliaries 200000000000... ee 
oe seesshisbeeciosanitcacaels 
a 
BURSTEIN acs sc cscssssnvssascsocecavccencasonsininnessc 
Int. Dis.: & Enc........... ssucaenanan 
i ccniiceisapantieceniniassepnenenincns 
Stationery 
General emis sciauae 
an ee 
Depreciation ............ schesthebateestitenstigeametniates 


a 
A 
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It is usual to divide seasonal operations for purposes of 
comparison, ski operations and operations with floats being 
separated in order to compare like periods of operation. 

There are two distinct classes of commercial operations 
in Canada. The first are the operations carried on at right 
angles to the railroads or in other words from the end of 
steel. The factors governing these operations are—Load 
factor, of course; competition with ground travel; running 
on schedule and speed not so necessary ; the main advantage 
to the user being economy of time and travel equipment, 
and, as the north country is so well supplied with water- 
ways, landing places for planes close to operations. In 
America they have few, if any, of such routes. Their opera- 
tions are in the second class and are parallel with the rail- 
roads, where speed and efficiency are necessary and running 
schedule essential. Our prairie operations are in that class 
—carrying mail, express and passengers, and working with 
train connections. Transcontinental planes by day and 
trains by night will soon be a feature of American travel. 

Generally, we have come to recognize that for efficiency 
to carry on both the foregoing classes of operations, it is 
necessary to have 30% spares, machine parts and personnel, 
ete. 

Costs are affected also by other uses to which we can 
put the equipment—some of these I mentioned at the begin- 
a Example of Costs 

How general cost analysis works out is shown as fol- 
lows :— 





Replacement .. sinintsisiahisslatoahsledeimp can beeen Pee 9.6 
Fuel, gas and. oil - ag 16. 
Salaries, bonus and living allowa ance 44.4 
Motor transport and auxiliaries........... tee 9 
Offices, Bldg., Docks, rent and Mtee............... . 15 
pCR ree Ee ren a 2.9 
Disc. and ‘Exch. Oa er « a. 
TO GRE TH. oc fa etetiecapee Hanae ye 
fs ee sais sion 
Stationery . ee . 
Int. on Capital . cnsttieccamaceaas ons. a 
ae a 
100% 
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In working out the above the average speed per hour 
was yiven as 76.4 miles, and on this basis the costs are 
worked out to dollars and cents basis per hour. This then 
gives the cost without depreciation and insurance. 

Until recently on account of the high insurance rate it 
has been the custom to cover insurance risks by appropria- 
tion from earnings, basing the amount of appropriation on 
the insurance rates. This amount also figures out to a cost 
per hour. It may be of interest to know that the following 
calculations are also made:—We ascertain the number of 
hours for the machine as a whole for a period in the year, 
number of hours for the engine in the air and number of 
hours for the engine on the ground. It is then necessary to 
arrive at the percentage of the engine hours on the ground 
to the engine hours in the air. One reason for this being 
that in the summer time not so much time is required to 
heat up the engine, while in the winter time, where a flight 
is made and it is the intention to go right back, the engine 
is left idling on account of the cold weather. 

We also ascertain the total miles flown in the period, 
and this then is divided into total miles flown commercially 
and total miles flown ferrying. Ferrying means going from 
place to place to pick up a charter party or get a load. The 
capacity, that is, the flight multiplied by the capacity of the 
machine, under certain conditions, may be 800 lbs. and under 
other conditions 600 lbs. We analyze our percentage of 
pounds carried to the capacity of the machine. Of course, 
where various size machines are used this is averaged. 


Depreciation and Obsolescence 


Depreciation and provision for obsolescence are the two 
“bugbear” factors in costs of commercial aviation. Precedent 
is lacking. Equipment is changing from day to day. In 
the past year speed requirements have increased from 
95/100 to 125/145 miles per hour. Engine and plane efti- 
ciency has improved with each new model produced. It 
requires a well rounded out field of operations to properly 
take care of these—to be able to move equipment superseded 
by newer and faster equipment from the mail and passenger 
runs to end of steel or other runs where speed is not 
essential. 

Again, it has been our general programme so far to 
purchase, shall we say, general purpose equipment, that is, 
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planes for use on floats or skis suitable for express freight— 
passengers or photography, now the trend is towards 
specialized squipment, one type for mail with wheels, an- 
other for photography and a separate type for passengers. 
This means, of course, additional costs for carrying idle 
equipment. 

It occurs to me that a more appropriate title for this 
paper would have been ‘“‘Some of the Difficulties Surround- 
ing the Controlling or Arriving at Costs in Commercial 
Aviation.” 

In closing let me repeat, as in all transportation costs, 
fix your load factor, rate for obsolesence, and the other 
ascertainable components of final costs are easy. 





Urges Need for Cost Accounting 


At a meeting of members of the New Zealand Society of Account- 
ants, at Taranaki, N.Z., J. S. Barton, S.M., in the course of some 
remarks on trading activities, referred to the need for proper cost 
accounting. 

One matter in which the Society could perform a great public 
service, Mr. Barton added, was in the matter of establishing a uniform 
basis of cost accounts where such were appropriate for a trading 
concern. 

During the recent Transport Commission with which he had been 
associated, Mr. Barton said, they had found it impossible to obtain a 
basis and give a useful comparison. In fact, a fair comparison of 
costs was their greatest difficulty. Accounts of 72 English authorities 
and 34 American were examined and costs per bus mile ranged from 
3d. to 2s. 8d. The information was perfectly useless because there was 
no indication of the basis upon which the costs were arrived at. The 
matter was an important one, in view of the competition between 
motor traffic and rail, municipal buses and private enterprise, There 
was the allegation that public-owned vehicles could not be run as 
economically as private. That was a subject of debate, and it could 
only be settled, said Mr. Barton, by comparative costs on a uniform 
basis. He contended it would be a good thng for accountants to take 
up and suggest a unform system that could be adopted or even made 
compulsory by the Government. If that were done the Society would 
have performed a splendid public service. 


POSITIONS AVAILABLE 


(Address replies to No. —, Canadian Society of Cost Accountants, 
81 Victoria St., Toronto, Can.) 

No. 108—Large manufacturer in Western Ontario has a senior 
position open in the Cost Department, for a man 28-80 years of age, 
and who has a complete knowledge of Cost, Time and Payroll pro- 
cedure. Salary commensurate with position. Send full details in 
first letter. 
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The Trend of Production Costs 


By W. A. McKAGUE 
Executive Secretary, The Canadian Society of Cost 
Accountants 








EREWITH is a series of charts which illustrate the 
general trend of production costs in Canada in recent 
years, and which may, therefore, be helpful to cost account- 
ants as a basis for comparison. The following explanation 
should make clear what each chart is intended to show: 
Production—This illustrates the trend of the cost of 
capital, the yield per cent. on government bonds being taken 
as a standard; labour costs, as measured by an index num- 
ber of wage rates in six representative industries; and an 
index number of costs of goods entering into production. 
The index numbers are both expressed as percentages of the 
average for 1913. 


PRODUCTION COSTS 
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Labour—tThis illustrates the index numbers of wage 
rates individually, for the six representative industries. 

Producers’ Goods—In this chart producers’ goods are 
divided into two main groups—equipment and materials. 

Producers’ Equipment—In this chart equipment is sub- 
divided into tools; light, heat and power; and miscellaneous. 
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THE TREND OF PRODUCTION COSTS 


LABOR 
Index Numbers of Rates of Wages 
(1913-100) 
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PRODUCERS’ BQUIPMNT 
Index Numbers of Prices 
(1913-100) 
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PRODUCERS' MATERIALS 
Index Numbers of Prices 
(19132100) 
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PRODUCERS’ MATERIALS 
Building & Construction= Index Numbers of Prices 
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PRODUCERS’ MATURIALS 
Mamfecturers'= Index Numbers of Prices 
(1913-100) 
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Producers’ Materials—This chart subdivides producers’ 
materials into two classes—those for manufacturers, and 
those for building and construction. 

Producers’ Materials (Building and Construction) — 
This chart again sub-divides materials for the building and 
construction industries into three classes—painters’ mate- 
rials, lumber and miscellaneous, 

Producers’ Materials (Manufacturers’)—The last two 
charts give details of material costs for eight lines of manu- 
facture—textile and clothing, furs, leather, metal working, 
chemicals, meat packing, milling and miscellaneous. 


All of these index numbers of prices for equipment 
and materials are percentages of the average for 1913. 

Referring to the first chart embracing all three main 
factors in production costs, it will be observed that the cost 
of capital, represented by interest rates, in the past year 
reversed its trend. Rates for both short term and long- 
term money went higher. This has meant increased over- 
head as a result of money borrowed in 1928, at least in the 
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latter part of the year. Wage rates also averaged slightly 
higher. Costs of goods alone show a substantial reduction. 

The second chart shows the rise in wage rates to have 
been general. At least some increase took place in each of 
the six lines, which represent a large section of industry, 
and may be viewed as typical of the whole. 

From producers’ goods, the stability of equipment is 
clear, and the decline in materials more pronounced. 

The Producers’ Equipment chart shows the three items 
of equipment to have remained stable during the year. 

Among producers’ materials, those for the building and 
construction industry also show little change. It was manu- 
facturers’ materials that went down. Furs alone show a 
sharp advance; as a matter of fact the index for these rose 
to 486, indicating average prices of nearly five times what 
they were in 1913, Materials for the leather industry, i.e., 
hides, etc., rose but fell again. For the milling industry, 
there was a rise followed by a very considerable drop in the 
cost of grains. For the meat packers, live stock also rose 
and fell. Declines for the chemical and miscellaneous indus- 
tries were gradual. In the textile industries and metal 
working there was little change. 





PERSONAL MENTION 


G. A. Phare, formerly of The Royal Crown Soaps, Ltd., Winnipeg, 
and secretary-treasurer of Winnipeg Chapter for the past year, is now 
with Rapid-Grip, Ltd., of Toronto. He will now be in Toronto Chapter. 


R. G. R. Govan, of the Western Sales Book Company, Ltd., who 
has been a member of our Winnipeg Chapter, has moved to Van- 
couver in the interests of his company, and is resigning from the 
Society. G. S. N. Gostling, formerly junior member, takes his place 
as senior member, while W. Crowder, of the same company, is joining 
our Society as a junior. 

As A. J. Gourlay, of the International Harvester Company of 
Canada, Ltd., Hamilton, finds that his duties in future will prevent 
his attendance at our meetings, N. V. Bechill, formerly a junior mem- 
ber, takes his place, and W. Moffat, of the same company, joins our 
Society as a junior member. 

Congratulations are due to R. A. Burdett, well-known member of 
our Toronto Chapter, on his appointment to an important position with 
the Department of Customs, Ottawa. He leaves the Robert Simpson 
Co., Ltd., with which firm he has been for some years. Mr. Burdett is 
sailing for England to undertake some work for the Department, 
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CHAPTER NOTES 








TORONTO 

At the Toronto meeting on March 6th, Mr. H. A, Shiach, C.A., 
well-known member and treasurer of the Chapter, gave an address on 
“Modern Chain Store Costs and Accounting.” This was a new topic 
for most of the members, and Mr. Shiach was able to discuss it with 
authority, as his experience has brought him into close contact with 
the problem. It is evident that the contro] exercised by a well-run 
chain system is a close one. His address should appear in our 
magazine. 

The annual meeting of the Chapter for election of officers, etc., 
was held on the same occasion, and a representative board was placed 
in charge for the ensuing year. These directors then elected D, C. 
Patton as chairman, with R. Oaten as vice-chairman, Mr. Shiach con- 
tinuing as treasurer, and H. J. McQuillan being appointed secretary. 
The complete list appears on the cover of this issue. 

The Toronto Chapter dinner on March 20 was made a distinct 
success, thanks to the efforts of the committee which took charge. The 
speaker was Mr, Aubrey A. Bond, K.C. His subject was “The Un- 
known Greatest Englishman,” and it proved distinctly interesting, 
while some excellent entertainment was also provided. 


MONTREAL 


The original room which the university reserved for the “Cost 
Accountants” last Thursday evening, March 7th, which used to house 
us comfortably, proved too small for our increasing numbers, and we 
had to secure larger quarters—an effective tribute to our two speakers 
and a source of satisfaction to our Chapter. Mr. Valmore Gratton, 
B.A., L.SeC., Manager of the Societe de Placements du Canada, and 
for several years Chief Statistician of the Province of Quebec, Mont- 
real Light, Heat and Power Consolidated, chose as the subject of his 
paper “The Scope of Statistical Method.” He pointed out that the 
ever increasing mass production has resulted in more and more intensi- 
fied competition, the keenness of which has necessitated the assurance 
of the greatest possible operating efficiency through the introduction 
of scientific methods on an ever widening scope. The use of statistics 
has proven not the least important of these scientific measures and 
performs a very valuable duty. Mr. Gratton outlined the methods by 
which statistical data is collected, classified and prepared for con- 
structive use, and stressed the benefits which resulted from their in- 
telligent application—benefits arising from the restriction of waste, the 
curtailing of unproductive expenses and the reduction of costs. Mr. 
J. P. Masterson, Cost Accountant of the Canadian Industrial Alcohol 
Company, Limited, in his paper, “The Installation and Control of a 
Modern Plant Ledger,” traced his experiences in setting up and main- 
taining a satisfactory and practical record of plant values and plant 
history in connection with his industry. He mentioned the difficulties 
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encountered in arriving at the proper plant valuations, service life of 
plant units, and estimates necessary to take care of depreciation, 
obsolescence and replacement. All of these must appear in a modern 
plant ledger, together with such other information as a carefully 
detailed record of property and equipment with total and unit costs, 
the position of each part in the plant, up-to-date insurance values, 
scrap value, the rate of depreciation and the composite rate of depre- 
ciation throughout the whole plant. Mr, Masterson very ably upheld 
the honour of representing an industry whose popularity is as wide as 
the seas. Mr. L. Belanger made the very apt suggestion that in map- 
ping out the programme for the coming year our Chapter should 
reserve an evening to be known as “‘Students’ Night,” and that students 
from McGill University and the University of Montreal should be 
invited to attend and to provide the main discussion, 

Mr, H. E. McCrudden, A.M.E.I.C., Inventory and Cost Engineer of 
the Bell Telephone Company of Canada, presented in his paper, given 
to our Chapter on March 21st, one of the most thorough studies of 
“Depreciation” ever delivered in this old town. Mr. McCrudden is a 
firm believer in depreciation and in its proper inclusion among the 
regular charges of operation, not as is often seen, a special deduction 
from so-called profits. He stressed also the importance of due con- 
sideration being given to those two vital forms of depreciation—Inade- 
quacy and Obsolescence—which are characterized as “more potent than 
depreciation from wear and tear.’”’ He strongly recommended their 
inclusion with other depreciation charges against past operations, and 
certainly not to be considered as savings from future production. Mr. 
McCrudden outlined the procedure adopted to determine the average 
service life of property, its scrap value, and the correct periodical 
charge, mentioning some of the interesting problems which present 
themselves for solution. Accounting procedure favours the practical 
straight line method of writing up the reserves as against others 
probably more scientific. It is not to be supposed that any presenta- 
tion of a subject of such a controversial nature as this should go 
unchallenged—this one did not—Montreal members have always been 
controversialists. 

After the address the annual meeting of the Chapter was held. 
Directors, officers and representatives of the Dominion Board were 
elected, and with the support of a strong and inclusive directorate the 
immediate future of our Chapter should be a prosperous one, 


HAMILTON 

Hamilton Chapter on March 13th was favoured with an address 
by G. E. F. Smith, C.A., vice-chairman. Mr. Smith was scheduled to 
speak on “The Co-ordination of Statistical Records” and “The Control 
of Waste Through Cost Records,” but he varied these to “The Cost 
Accountant, or Only Nine Months Behind,” and in his characteristic 
style he gave the members some points of value mingled with humour. 
His address will be printed later. 

On the 27th the speaker was T. Norman Dean, M.A., MLS., 
statistician of the Workmen’s Compensation Board of Ontario. Mr. 
Dean’s address was highly appreciated. 
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Hamilton Chapter has elected its new board for the coming year, 
headed by M. I. Long, C.A., as chairman, and A. J. Finck, of the Moto- 
Meter Company, Ltd., as vice-chairman, so that it has every prospect 
of progressing still further next season. The names of the directors 
are given on the cover pages of this issue. 


WINNIPEG 


Winnipeg Chapter held its annual meeting on March 19th, electing 
a board of seven directors for the year just started. At a subsequent 
meeting W. J. Mundell, of Ogilvie Flour Mills Co., Ltd., who was vice- 
chairman in the past year, was elected chairman, and W. J. Logan, of 
Manitoba Bridge and Iron Works, Ltd., vice-chairman, with R. H. Sims 
as secretary-treasurer. The reports presented showed the position of 
the Chapter in respect of membership and finances to be entirely 
satisfactory. G. A. Phare, who so ably served as secretary-treasurer 
during the organization year, was presented with a fitted travelling 
case in appreciation of his services. The new directors and officers 
are given on the cover of this issue. 

The address of the evening was delivered by Professor A. B. 
Clark, of the University of Manitoba, his subject being “Recent 
Developments in Currency and Credit.” This dealt largely with the 
fluctuations in the value of currency as reflecting the variation in the 
gold standards and gold reserves of the various world powers, and 
emphasized the growth of world credit as exemplified by the operations 
of the Bank of England and the United States Federal Reserve Board, 
and the consequent decline in the importance of gold coinage. Musical 
selections were given during the meeting by Miss Jean McGill, Miss 
Ellen Baird and Mr, Arthur Filbey. 





NEW MEMBERS 


The following are new members of the Society:— 


Montreal Chapter 
Levy, A., Victor Talking Machine Company of Canada, Ltd., Montreal. 
Gratton, Valmore, Societe de Placement du Canada, Montreal. 
Hamilton Chapter 
Menzel, Oscar H., Dominion Foundries and Steel Company, Ltd., 
Hamilton. 
Bechill, N. V., International Harvester Company of Canada, Ltd., 
Hamilton. 
(Formerly a junior member. Mr. Bechill now replaces A, J. 
Gourlay as senior member.) 
*Moffat, F., International Harvester Company of Canada, Ltd. 


Winnipeg Chapter 
Gostling, G, S. N., Western Sales Book Company, Ltd., Winnipeg. 
(Formerly a junior member. Mr. Gostling now takes the place of 


R. G. R. Govan as senior member.) 
*Crowder, W. D., Western Sales Book Company, Ltd, 


* Junior membership. 
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